Department of Defense
DIRECTIVE

May 20, 1991
NUMBER 7600. 10
| G DoD
SUBJECT : Audits of State and Local Governnents, Institutions of
H gher Education, and O her Nonprofit Institutions

Ref er ences: (a) DoD Directive 7600.10, “Audits of State and
Local Governnents, ” February 12, 1988 (hereby
cancel ed) _ _

(b) Public Law 98-502, “Single Audit Act of 1984, ~
Cct ober 19, 1984 _

(c) Of ice of Managenent and Budget G rcul ar No.
A-87 , % cost Principles for State and Local
Gover nnments, " January, 15, 1981

(d) Of ice of Managenent and Budget Circul ar No.
A-122 , “Cost Principles For nprofit Organi -
zations, " May 19, 1987

(e) through (g) , see enclosure 1

A. REISSUANCE AND PURPOSE

This Directive;

1. Reissues reference (a) to update policy, responsibili-
ties, and procedures.

2. I nplenments reference (b) and enclosures 2 and 3 to
establish audit requirenents for State and |ocal governnents,
I nstitutions of higher education, and other nonprofit institu-
tions that receive Federal financial assistance.

3. Assigns restnsibinties w thin the Departnment of Defense
for nmonitoring conpliance wth those requirenents.

B APPLICABILITY

This Directive applies to the Ofice of the Secretary of
Defense, the MIlitary Departnents, the Chairman of the Joint
Chiefs of Staff and the Joint Staff, the Unified and Specified
Commands, the Inspector General of the Departnent of Defense
(I, DoD) , the Defense Agencies, and the DoD Field Activities
(hereafter referred to collectively as “the DoD Conponents”)
that provide Federal financial assistance to State and | ocal
governments, institutions of higher education, and other non-
profit institutions.

C. DEFILN TIONS
Ternms used in this Directive are defined in enclosures 2 and

3 with the follow ng deviation. Funds paid by the National Guard
Bureau to States under facilities’ operation and mai ntenance



agreenents do not constitute “Federal financial assistance” for
gyrposes of Pub. L. 98-502 (1984) (reference (b)) and enclosure

D. POLICY

The DoD Conponents shall rely on and use financial and
performance audits performed by hon-Federal auditors under
encl osure 2 and i ndependent auditors under enclosure 3 in the
oversi ght of Federal financial assistance provided to State and
| ocal governnents, institutions of higher education, and ot her
nonprofit institutions. Reference (b) provides that a non-
Federal audit of the operations of a State or |ocal governnent
performed under enclosure 2 may exclude public colleges and
universities, in which case an audit of the public college or
university shall be nmade in accordance wth enclosure 3.  The
DoD Conponents, however, may request additional audits of such
assi stance when required by regulation or to ensure effective
use of such assistance as deened necessary. Any additional
audit effort shall be planned and carried out in such a way as
to avoid duplication and shall be separately funded.

E. RESPONSIBILITIES

1. The |InsRector Ceneral of the Devartment of Defense shall:

a. Serve as the DoD senior official under enclosures 2
and 3 for policy guidance, direction, and coordination wth DoD
Conponents and ot her Federal Agencies on audit matters rel ated
to State and | ocal governnments, institutions of higher education
and other nonprofit institutions.

_ b. For State and | ocal governnments, institutions of
hi gher education, and other nonprofit institutions for which the
O fice of Managenent and Budget (oMB) has assigned the DoD cog-
ni zance, do the follow ng:

_ _ (1) Ensure that audits are nade and reports are
received in a tinely manner and in accordance wth the require-
ments of enclosures 2 and 3.

(2) Provide technical advice and liaison through the
DoD Conponents to State and | ocal governnments, institutions of
hi hfr education, other nonprofit restitutions, and independent
audi tors.

(3) Make desk reviews of all reports received, and
al so make quality control reviews of selected audits nade by
non- Federal audit organizations and provide the results, when
appropriate, to other interested organizations.

~(4) Promptly inform other affected Federal Agencies
and appropriate |law enforcenent officials of any reported ille-
gal acts or irreqularities in accordance wth requirenents of
encl osures 2 and 3.

(5) Advise the recipient of audits that have been
found not to have net the requirenents in enclosures 2 and 3.
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I n such instances, the recipient wll work wth the auditor to
take corrective action,. | f corrective action is not taken, the
cogni zant agency shall notify the recipient and Federal awardi ng
agencies of the facts and nake reconmendations for followu
action. M or inadequacies or repetitive sub-standard perform
ance of independent auditors shall be referred to appropriate
prof essional bodies for disciplinary action.

(6) Coordinate, to the extent practicable, audits
requested by other Federal Agencies, in addition to those
requi red by enclosures 2 and 3.

~(7) Ensure the resolution of audit findings and
recomendations that affect DoD prograns and those findings
affecting prograns of nore than one Federal Agency. Ensure that
a managenent decision affecting audit resolution shall be nade
wthin 6 nonths after receipt of the audit report.

_ c. for |ocal governnments, institutions of higher educa-
tion, and other nonprofit institutions for which the part ment
?flPefense has assuned oversight responsibility, do the

ol I owi ng:

(1) Provide technical advice and counsel through
DoD Conponents to institutions and i ndependent auditors when

request ed.

.. . (2) Assune all or sone of the cognizant agency
responsibilities (see paragraph E.i.b., above) , as deened
necessary.

_ d. For other State and | ocal governnents, institutions
of higher education, and other nonprofit institutions, receive
and distribute copies of single audit reports to appropriate DoD
Conponents for appropriate action and followup by designated
program officials.

e. For audit reports that contain conditions affectin
DoD prograns, institute followup efforts to ensure that correc-
tive actions have been taken by DoD organi zations responsible
for managi ng associ ated prograns or funds.

2. The Heads of the DoD Components shall:

a. Designate an official to coordinate with the 1G
DoD, on natters dealing with audits of financial assistance
provided by the DoD Conponent to State and | ocal governnents,
{nst|tut|ons of higher education, and other nonprofit institu-
| ons.

_ ~b.  Ensure input of accurate award data for Federal
financial assistance to the appropriate DoD nmanagenent i nfornma-
tion system

_ c. Ensure that the State or |ocal governnent, institu-
tion of higher education, or other nonprofit institution takes
appropriate actions to correct audit deficiencies involving
f1nancial assistance provided by the DoD Conponent.



_ d. For State and | ocal governnents, institutions of
hi gher education, and other nonprofit institutions for which the
OMB has assi gned DoD cogni zance, do the follow ng:

(%& Coordinate with the |G DoD, on requests from
ot her Federal Agencies for audits of State and |ocal govern-
ments, institutions of higher education, and other nonprofit
|n3tétut|ons, In addition to those required by enclosures 2

and 3.

(2) Seek the views of other interested agencies
when a coordinated audit approach is to be used and before
conpl eting a coordi nated program

~ (3) Help coordinate the audit work and reporting
responsi bilities anong i ndependent public accountants, State
auditors, and both resident and non-resident Federal auditors
to achieve the nost cost-effective audit.

F.  PROCEDURES

The costs of audits nade bY non- Federal auditors under
enclosures 2 and 3 are all owable charges to Federal financi al
assi stance prograns. The charges. may be considered as a direct
cost or an adilocated I Ndi rect cost In "accordance wWth OMB
Circular Nos. A-87, A-122, and A-21 (references (ﬁg’ (d% and
e)); FAR Part 31 (reference (f)); othe DFARS, Part 231
reference (g)). Generally, the percentage of costs charged to
ederal assistance prograns for an audit shall not exceed the
Eercentage_of Federal tunds expended to the total funds expended
y the recipient during the fiscal year. No cost, however, nay
be charged to Federal grograns for audits not made in accordance
W th encl osures 2 and and ot her applicable cost principles and
regul ati ons.

G  EFEECTI VE DATE AND | MPLENMENTATI ON

~This Directive is effective immediately. Forward one copy
of 1 nplementing docunents to the Inspector General of the
Depart ment of fense within 120 days.

< . — :
‘4“““"£*fgf Clakh,mﬁrzj

Donal d J. Atwood
Deputy Secretary of Defense

Encl osures - 3
1. References _
2. Ofice of Managenent and Budget G rcul ar A-128
3. Ofice of Managenent and Budget G rcular A-133
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REFERENCES, conti nued

O fice of Managenent and Budget circular No. A-21, “Cost
Principles for Educational Institutions,” December2,1986
Federal Acquisition Regulation, Part 31, “Contract Cost
Principles and Procedures,” current edition

Def ense FAR Suppl enent (DFARS), Part 231, “Contract Cost
Principles and Procedures,” current edition
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OFFICE OF MANAGEMENT AND de\oartment and agency regnlationa that Comment: A number of commenters
BUDGET will be issued shortly. With respect to asked whether the definition of

| ssuance of Circular .4-128 “Audits of
State and Local Governments'

agency: Office of Management and
Budget.

ACTION: Final lssuance Of OMB Circular
A~128, “Audits Of State and Local
Govermnments.”

SUMMARK This OMB Circular provides
policy guidance toc Federal agenciesin
the implementation of the Single Audit
Act of 1984 [Pub. L 96-S02). It
establishes uniform requirements for
audits of Federal financial assistance
provided to State and local governments
and promotes the efficient and effective
use of audit services.

EFFECTIVEoate: ThisCircular wus
effective April 12. 1985, and shall apply
to fiscal years of State 8nd local
governments that began after December
31, 1984. Earlier implementation is
encouraged. However, until it is
implemented, the audit provisions of
Attachment P to Circular A-102 shall
continue to be observed.

roR FURTHER InFORMATION CONTACT:
Palmer A. Marcantonio, Financia
Management Division, Office of
Management and Budget, Washington.
D.C. 20S03. (202) 395-3993.

supPLEMENTARY INFORMATION On
December 26.1984. a notice was
published in the Federal Register {48 FR
50134), asking for comments on a
proposed Circular, “Audit requirements
{or State and local governmemts.”
Interested parties were invited to submit
comments by February 25.1985. Almost
150 comments were received from
Federal agencies. Slate and local
governments, universities, professional
organizations. aad others. All comments
were considered in developing these
final requirements.

There follows a summery of the major
comments. grouped by subject and a
response te each. including a description
of changes made as aresult of the
comments. Other changes have been
made to increase clarity. and
readability.

Supersession

Comment: One commenter said this
section should be expanded to provide
clarification that this Circular
supersedes not only audit requirements
of OMB Circular A-102. but sise those
related to all form of Federal financial
e ssistance such as Block Grant
programs and contracts awarded under
Federa acquisition regulations.

ReBI y. Block grant audit regulations
will be superseded by individual

contracts. the law makes it clear that
assistance-type contracts are covered.
end we would expect single audits to
cover other cost-type contracts awarded
to State and local governments as weik,

Comment: Several commenters said
this section should state that the Singie
Audit Act and this Circular do not
relieve recipients of their
responsibilities under Attachment P to
OMB Circular A-102. “Uniferm
requirements for grants to State and
local governments’ for the fiscal yeara
beginning before july 1, 1585

Reply: Section 22 hasbeen revised to
say that until this Circular is
implemented. the audit provisions of
Attachment P 10 Circular A-:02 shall
continue to be observed.

Comment: One commenter suggested
that OMB clearly indicate that GAO will
take action to supersede the “Guidelines
for Financial and Compliance Audits of
Federally Assisted Programs.”

Reply: The requirement to use the
guidelines has been deleted from this
Circular. As Circular A-128 is
implemented the guidelines will be
phased out and auditors will use
guidelines developed by appropriate
professional bodies.

Background

Comment: Orse commenter said the
|aw requires recipients that receive
$100.000 or mere each year to have an
audit made for that year. However, the
commenter Said it was not clear if an
audit was required in subsequent years
if the funds were expended over a
number of years.

Reply: The audit recipient should
have audits made in all subsequent
years where significant funds are

expended.
Definitions

Comment: Several commenters Ssaid
the definition of internal controls
continued in the draft Circular could be
construed to include only ac

controls. They recommended that the.
definition include administrative

controls too. -

Reply: We were advised by several *
groups including the General Accounting
Office that the term “administrative
controls’. may cause some confusior in
the accounting profession because the
term as used in (he auditing Lterature
callsfor tests of certain controls not
contemplated by the Congress. insiead
of using the term adnrinistrative
controls. Section 8 of the Circular seys
that controls covering expenditures-of
Federal funds must be tested. We - -
believe this was the intent of the Act.

2-1

subrecipient includ®s commercial or
private businesses and organizations.

Reply. The Circular covers all Federa
assistance funds whether the
subrecipient iS aprivate or public
organization. Alf State or local
governments that receive Federal
financial assistance and provide $25.000
or more of it to asubrecipient must
determine whether subrecipients spent
Federal assistance funds in accordance
with applicable laws and regulations.
For State and local subrecipients and
other nonprofit organizations OMB
Circulars call for periodic audits. These
audits may be used to determine
whether the subrecipient spent the funds
properly. For commercial or private
businesses and organizations recejvir._
Federal assistance funds the State and
local governments may use other means
such as program reviews to determine if
the funds are being spent properly.

Frequency of Audit

Comment: Several commenters
recommended that the one-year
requirement far the audit report ta be
forwarded to the Federal Government
be changed to .-within six months.”
Other commenters said the requirement
should be deleted altogether because it
IS not a requirement of the law.

Reply: In order for audit reports to be
eseful they must be timely. The Circular
cslls for the audit report to be sent no
later than one year after the end of the
audit period unless a longer period is
agreed to with the cognizant agency.

Compliance Testing

Comment One commenter suggested
that thetitle of this section be changed
to *Intemal Control and Compliance
Reviews,” and a separate paragraph be
devoted to testing and evaluation of
internal control systems.

Reply: The title was changed and &
separaie Section is devoted to reviews
of internal control systems.

Comment Several commenters said it
was oot clear whether the auditor was
required to perform a study and
evuluation Of internal control systemsif
the auditor did not plan to place reliance
on such systems.

Reply: The Circular was changed to
make it clear that the auditor must make
astudy ard evaluation of internal
control systems used in administering
Federal assistance programs whether or
not the auditor intends to place reliance
on these systems.

Comment: One commenter Said the

. testing of non-Federal programs seemed
-to be limited to testing transactions
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selected in the review of financial
statements. The commenter suggested
that either the auditor be required to
make separate tests of programs ather
than the major ones or that the auditor
be required to review the management
controls over Federal programs that are
not defined as major anes.

Reply: The law is specific as to how
much testing wiil be made of programs
other than major ones. It requires the
auditor to determine and report on
whether the organization has internal
control systems that provide reasonable
assurance that it is managing Federal
assistance programs in compliance with
applicable laws and regulations. Further
it provides that transactions for other
than major programs that are selected in
cornection With examinations of
financial statements and evaluation of
internal centrols shall be tested for
compliance with Federal laws and
regulations that apply to such
transactions. The provisions of the Act
are reflected in section 8 of the Circular.

Camment: One cammenter said the
draft Circular required the auditor to
determine whether amounts claimed or
used for matching were determined in
accordance with Circular A-102,
“Uniform requirements for grants to
State and local governments,” and
Circular A-87, “’Cost principles for State
and local governments.”” The commenter
objected because Job Training
Partnership Act (JTPA) grantees and
subgrantees are not required to compl
with these Circule.s. The recipients o
JTPA funds may have developed their
own cost principles and grant
requirements which may differ from
Circulars A-87 and A-102. Therefore. it
would be impractical to test compliance
with these Circulars.

Reply: Although JTPA grantees may
not be subject to OMB Circulars A-102
or A-87 the cost principles and
regulations adopted by the grantee
should be equivalent to those in the
Circulars. If there are significant
differences between the grantee's
regulations and the Circulars they
should be included in the audit report.

Camment: Several commfenters raised
questions about the requirement for
governmental units to maintain accounts
that identify all Federal funds received
and expended and to identify the
programs under which they were
received. The commenters were
concerned that the recipient’s official
accounting records might have to be
modified to meet the requirement.

Reply: The requirement for granteesto
keep records on each grant is not & new
one. Siace Circular A-102 was first
issued irt 1971 Attachment G.
“Standards for Grantee Financial

Management Systems.” required grantee
financial management systems to
provide for accurate, current. and
complete disclosure of the financial
results of each grant program. Therefore,
we do not anticipate modification of
grantee accounting reco s will be
required as a resuit of Circular A-12a.

Subrecipients

Comment: One commenter Said this
section may be interpreted as requiring
the recipient to determine whether the
subrecipient spent all its Federal funds
properly. regardless of the source of the
funds.

Reply: The section was amended to
make it clear recipients were
responsible oniy for the assistance funds
provided by them to subrecipients.

Comment: One commenter said the
roles of the recipient State agency, the
Federal agency, and cognizant agency
are unclear.

Reply: We are working with Federal
agencies on procedures for distributing
audit reports. resolving audit fundings.
and carrying out other cognizance
responsibilities. We will ask each
agency to publish these procedures as
soon as possible.

Relation to Other Audit Requirements

Comment: One commenter made a
number of suggestions to make the
language more precise. One suggestion
was to make it clear that the single audit
shall bein lieu of any financial and
compliance audit required under
Federal assistance programes.

Reply: We adopted this suggestion as
well as a number of other proposed
changes to this section.

Cognizant Agencies

Comment: Several commenters said
the draft Circular appears to require that
all recipients, regardless of funding
level, have established formal cognizant
agency assignments.

Reply: The Circular was clarified to
say, “’ Smaller governments not assigned
a cognizant agency will be under the
general oversight of the Federal agency
that provides them the most funds.” No
formal arrangement is anticipated for
these smaller government recipients.

Audit Reports

Comment: There were a number of
comments that said there was confusion
between the responsibilities of the
cognizant agency and the clearinghouse.

Reply: This section was rewritten to
accommodate these concerns.

Comment: One commenter said that
all fraud. abuse, or illegal acts should
normally be covered in s separate
written report.

Reply: The Circular was amended to
say a separate repartis normally
required for fraud. abuse, and illegal
acts.

Comment: There were anumouer Of
comments on how the report distribution
process can be improved.

Reply: The repert Aistributi-an process
has been streamiinad ‘Jew recipients
are required to send copies of the audit
report to Federal agencies providing
funds and one copy of the audit report to
a central clearinghouse.

Audit Resolution

Comment: A number of commenters
asked that the six month audit
resolution period begin when program
officials receive the report. not when the
agency receivesil.

Reply: This section was not changed.
Six months from the time an agency
receives an audit report seems to be
ample time for a Federal agency to
receive. process and resulve audit
findings.

Sanctions

Comment: One commenter said the
Circular should nave amore
comprehensive government-wide policy
concerning actions that should be taken
If a State or iocality dues not comply
with the Act or the Circular.

Reply: The Circular now lists a
number of actions Federal agencies may
consider when a recipient is unable or
unwilling to have a proper audit made.

Auditor selection

Comment: One commenter said there
should be some analysis made by State
and local governments to determine the
most economical way to obtain audit
services.

Reply: A new section was added 10
the Circular reiterating the requirement
for State and 10CS1 governments to
follow the procurement standards
prescribed by Attachment O of Circular
A-102. *"Uniform requirements for grants
to State and local governments,” when
arranging for audit services.

Darrell A. Johnson,

Acting Deputy Associate Director for
Administration.

EXECUTIVE OFFICE OF THE
PRESIDENT

Office of Management one) Budget
CIRCULAR NO. A-128

April 12. 198S

TO the Heads of Executive Departments and
Establishments.

Subject: Audits of Siate and Local
Covernmenis.
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1. Purpose. This Circular isissued
pursuant to the Single Audit Act of 1984.
Pub. L 98-502. It establishes audit
requirements for State and local
governments that receive Federal aid,
and defines Federal responsibilities for
implementing and monitoringthose
requirements.

Z. Supersession. The Cireular
supersedes Attachment P, ““Audit
Requirements.” of Circular A-102.
“Uniform requirements for granisto
State and local governments.”

3. Background. The Single Audil Act
builds upon earlier effortsto improve
audits of Federal aid programs. The Act
requires Stale or local governments that
receive $100.000 Or more s year in
Federal funds to have an audit made for
that year. Section 7505 of the Act
requires the Director Of the Office of
Management and Budget tO prescribe
policies, procedures and guidelinesto
Implement the Act. It specifiesthat the
Director shall designate *“ cognizant™
Federal agencies. determine criteria for
making appropriate charges to Federa
programs for the cost of audits. and
provide procedures to assure that small
firms or firme nwned and controlled by
disadvantaged individuals have the
opportunity to participate in contracts
for single audits.

4. Policy. The Single Audit Act
requires the following

a. State or local governments that
receive $100.000 Or more ayear in
Federal financial assistance shall have
an audit made in accordance with this
Circular.

b. State or local governments that
receive between $25,000 and Sloop3oa

year shal! have an audit madein
accordance with this Circular, or in
accordance with Federal laws and
regulations governing the programs they
participate in.

c. State or local governments that
receive less than $25.000 a vear shall be
exempt from compliance with the Act
und other Federal audit requirements,
These State and local governments shall
be governed by audit requirements
prescribed by State or local law or
regulation.

d. Nothing in this paragraph exempts
Stale or lecal governments from
maintaining records of Federal financial
assistance or from providing access to
such records to Federal agencies. as
provided for in Federal law or in
Circular A-102, “Uniform requirements
for grantsto State or locsil
governments.’”

S. Definitions. For the purposes of this
Circular the following definitions from
the Single Audit Act apply

a. ‘Cognizant agency’” means the
Federal agency assigned by the Office of

Management and Budget to carry out the
responsibilities described in paregraph
11 of this Circular.

b. “Federal financial assistance™
means assistance provided by a Federa
agency in the form of grants. contracts.
cooperative agreements, loans, loan
guarantees, property, interest subsidies.
Insurance, or direct appropriation, but
does nnt include direct Federa tush
assistance to individuals. It includes
awards received directly from Federal
agencies. or indirectly through other
units of Slate and local governments.

C. “Federal agency” has the same
mesning as the term “agency’” in section
551{1) of Title s, United States Code.

d. “Generally accepted accounting
principles’™” has the meaning specified in
the generally accepted government
auditing standards.

e. "Generally accepted government
auditing standards’ means the
Standards For Audit of Government
QOrgaonizations. Programs. Activities. ond
Functions. deveioped by the Comptroller
General. dated Febuary 27,1981.

f. “Independent auditor’” means:

(1} a State or local government auditor
who meets the independence standards
specified in generally accepted
governmen! auditing standards: or

(2) apublic accountant who meets
such independence standards.

0. “Internal controls’ means the plan
of organization and methods and
procedures adopted by management to
ensure that:

(1) resource use is consistent with
laws. regulations, and policies:

(2) resources are safeguarded against
waste. loss, and misuse: and

(3) reliable data are obtained,
maintained. and fairly disclosed in
reports.

. h. “Indiantribe™ means any Indian
tribe, band. nations, or other organized
group or community, including any
Alaskan Native village or regional or
village corporations (as defined in. or
established under, the Alaskan Native
Claims Settlement Act) that is
recognized by the United States as
eligible for the special programs and
services provided by the United States
to Indians because of their status as
Indians,

I. *Local government” means any unit
of local government within a State.
including a county. a borough.
municipality. city, town, township.
parish. local public authority, special
district. school district, intrastate
district. council of governments, and any
other instrumentality of local
government.

]. “Major Federal Assistance
Program.” as defined by Pub. L 88-502

2-3

Is described in the Attachment to this
Circular.

K. “Public accountants™ means those
individuals who meet the qualification
standards included in generaly
accepted government auditing standards
for personnel performing government
audits.

|. *State” means any State of the
United States. the District of Columbia.
the Commonwealth of Puerto R%o. the
Virgin Islands, Guam. American Semoa.
the Cammonwealth of the Northern
Mariana |slands. and the Trust Territory
of the Pacific Islands. any
instrumentality thereof. and any multi-
State, regional. or interstate entity that
has governmental functions and any
Indian tribe.

m. “Subrecipient”™ means any person
or government department. agency, or
establishment that receives Federal
financial assistance to carry out a
program through a State or local
government. but does not include an
individual that is abeneficiary of such
program. A subrecipient may alsO be a
direct recipient of Federal financial
assistance.

6. Scape of audit. The Single Audit
Act provides that:

a. The audit shall be made by an
independent auditor in accordance with
generally accepted government auditing
standards covering finan~ial and
compliance audits.

b. The audit shall cover the entire
operations of a State or local
government Or. at the option of that
government. it may cover departments.
agencies or establishments that
received. expended. or otherwise
administered Federa financial
assistance during the year. However, if
a State or local government receives
$25.000 or more in General Revenue
Sharing Funds irra fiscal year. it shall
have an audit of its entire operations. A
series of audits of individua
departments. agencies, and
establishments for the same fiscal year
may be considered a single audit.

c. Public hospitals and public colleges
and universities may be excluded from
State and local audils and the
requirements of this Circular. However.
iIf such entities are excluded. audits of
these entities shall be made in
accordance with statutory requirements
and the previsions of Circular A-110,
“Uniform requirements for grants to
universities. hospitals. and other
nonprofit organizations.”

d. The auditor spall determine
whether

(1) the financial statements of the
government. department. agency or
establishment present fairly its financial
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position and the results of its financial
operations in accordance with ganerally
accepted accounting principles:

(2) the organization has injernal
accounting and-cther contrei Systems ‘v
provide reasonable assurance thatjt is
managing Federal financial agsistance
programs in compliance with applicable
[aws and regulations; and

(3] the organization has complied with
laws and regulations tkat may have
material effect on itz financial
statements and on each major Federa
assistance program.

7. Frequency of audit A.udits shall be
made anrually unless the State or local
government has, by January 1.1887, a
constitutional or statutory requirement
for lessfrequent audits. For those
governments. the cognizant agency shall
permit biennial gudits, rovering both
vears, If the governmest SO requests. It
shall also honor requests for biennial
audits by governments that have an
administrative policy calling for audits
less frequent than annual, but only for
fiscal years beginning before fanuary 1,
1987.

8. Internol control aad compliance
reviews The Single Audit Act requires
that the independent auditor determine
and report on whether the organization
has internal control systems to provide
reasonable assurance tkat it is managing
Federal assistance programsin
compliance with applicable laws and
regulations.

a. Infernal control review. In order to
provide this assurance the auditor must
make a study and evaluation of internal
control systems used in administering
Federal assistance programs. The study
and evaluation must be made whether
or not the auditer intends te place
reliance on such systems. As part of this
review, the audilor shkall:

(1) Test whether these internal control
systems are functioning in s¢coruance
with prescribed procedures.

(2) Examine the recipient’s system for
monitoring subrecipients and obtaining
and acting an subrecipieat audit reports.

b. Compliance review. The law also
requires the auditor to determine
whether the organization has complied
with laws and regulations that may have
amat erial effect on each ma jor Federal
assistence program.

(1) In order 10 determine whick major
programs em to be lested for
compliance. State and local
governments shall identify in their
accounts all Federal funds received and
expended and the programs under
which they were received. This shall
include funds received directly [mm
Federal agencies and. through other
Siate and local governments.

[2] The review must include the
selection and testing of & representative
number of charges from each major
Federal assistance program. The
selection and testing of transactions
shall be based on the auditor's
professional judgment considering such
factors &s the amount of expenditures for
the program and the individual awards:
the newness of the program or changes
in ita conditions: prior experience with
the program, particularly as revealed in
audits and other evaluations {e.g..
inspections. program reviews): the
extent to which the program is carried
out through subrecipients: the extent to
which the program contracts for goods
or services: thelevel to which the
program is already subject to program
reviews or other forms of independent
oversight; the adequacy of the controls
far ensuring compliance: the expectsticn
of adherence or lack of adherence to the
applicable laws and regulations. and the
potential impact of adverse findings.

(@ In making the test of transactions,
the auditor shall determine whether:

—The amounts rgBorted as expenditures
were for allowable services, and

—The records show that those who
received services or benefits were
eligible to receive them.

(b] In addition to transaction testing.
the auditor shall determine whether:

—M atching requirements. ievets of
effort and earmarking limitations
were met,

—Federal financial reports and claims
for advances end reimbursements
contain information that is supported
» y the books and retards from which
the basic financia statements have
been prepared. and

—,1' mounts claimed or used for
etching were determined in
accordance with OMB Circular A-87.
“{.ost principles for Siate and local
governments,” and Attachment F of
Circular A-102, ‘Uniform
requirements for grants to State and
local governments.”

(c] The principal eompliance
requirements of the largest Federal aid
programs may be ascertained by
referring to the Compliance Supplement
for Single Audits of State and Local
Governments, issued by OMB and
available front the Government Printing
OHffice. For those programs not covered
in the Compliance Supplement. the
auditor may asceriaih compliance
requirements Dy researching the
statu{es, regulations. and agreements
goyerning individual programs.

(3) Transactions related to other
Federal assistance programs that are
seiecied in connection With
examinations of financial statements
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and evaluations of internal con:rois
shatl-be tested for compliance with
Federal laws and regulations that apply
te such transactions.

9. Subrecipients. State or local
governments that recelve Federa t
financial assistance and provide $25.000
or more of itin afiscal year to a
subrecipient shall:

a. Detarmine whether State or lucal
subrecipients have met the audit
requirements of this Circular and
whether subrecipients covered by
Circular A-11a. “‘Uniform requirements
for grants to universities. hospitals. and
other nonprofit organizations.”” have met
tha t requirement

b. determine whether the subrecipicni
spent Federal assistance funds provided
in accordance with applicable taws and
regulations. This may be accomplished
by reviewing an audit of the
subrecipient made in accordance with
this Circular, Circular A-110. or through
other means (e.g., program reviews] if
the subrecipient has not yet had such an
audit:

C. ensure that appropriate corrective
action is taken within six months after
receipt of the audit report in instances of
noncompliance with Federal laws and
regulations:

d. consider whether subrecipient
audits necessitate adjustment of the
recipien!’s own records. and

€. require each subrecipientto permit
independent auditors to have access to
the records and financial statements as
necessary to comply with this Circular.

10. Relation to other audit
requirements. The Single Audit Act
provides that an audit made in
accordance with this Circular shall be in
lieu of any financial or financial
compliance audit required under
individual Federal assistance programs.
To the extent that a single audit
provides Federal agencies with
information and assurances they need to
carry out their overal responsibilities.
they shall rely upon and use such
informs tion. However.” « Federal agency
shall make any additiona) audits which
are necessary lo carry out its
responsibihties under Federal law arid
regulation. Any additional Federal audit
effort shall be planned and carried out
in such away « Sto e void duplication.

a. The provisions of this Circular do
not limit the authority of Federal
agencies to make. or contract for audits
and evaluations of Federa financial
assistance programs, NOr do they limit
the authority of any Federal agency
Inspector Geners) or other Federal audit
Ufficial.

b. The provisions of this Circular do
not authorize any State or local
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government or subrecipient thereof to
constrain Federal agencies. in any
manner, from carrying out additional
audits.

C. A Federal agency that mckes or
contracts for audits in addition to the
audits made by recipients pursuant to
this Circular shall, consistent with other
applicable laws and regulations. arrange
for funding the cost of such additional
audits. Such additional audits include
economy and efficiency audits,. program
results audits. and program evaluations.

11. Cognizant agency responsihilities.
The Single Audit Act provides for
cognizant Federal agencies to oversee
the implementation of this Circular.

a. The Office of Management and
Budge! will assign cognizant agencies
for States and their subdivisions and
larger local governments and their
subdivisions. Other Fedaral agencies
may participate with an assigned
cognizant agency, in order to fulfill the
cognizant responsibilities. Smaller
governments not assigned a cognizant
agency will be under the general
oversight of the Federal agency that
provides them the most funds whether
directly or indirectly.

b. A cognizant agency shall have the
following responsihilities:

(1) Ensure that audits are made and
reports are received ins timely manner
and in accordance with the
requirements of this Circular.

{2) provide technical advice and
liaison to State and local governments
and independent auditors.

(3) Obtain or make quality control
reviews of selected audits made by non-
Federal audit organizations, and provide
the results, when appropriate. to other
interested organizations.

(4) Promptly inform other affected
Federal agencies and appropriate
Federal law enforcement officials of any
reported illegal acts or irregularities.
They should also inform State or local
law enforcement and prosecuting
authorities, if not advised by the
recipient. of any violation of law within
thelr jurisdiction,

(5) Advise the recipient of audits that
have been found not to have met the
requirements set forth in this Circular. In
such instances. the recipient will be.
expected to work with the auditor to
take corrective action. If corrective
action is not taken. the cognizant agency
shall notify the recipient and Federa
awarding agencies of the facts and make
recommendations for followup action.
Major inadequacies or repetitive
substandard performance of
independent auditors shall be referred
to appropriate professional bodies for
disciplinary sction.

[6] Coordinate. to the extent “
practicable, audits made by or for
Federal agencies that are In addition to
the audits made pursuant to this
Circular; so that the additional audits
build upon such audits.

(7) Oversee the resolution of audit
findings that affect the programs of more
than one agency.

12. lllega! octs or irregularities. [f the
auditor becomes aware of illegal acts or
other irregularities, prompt notice shall
be given to recipient management
officials above the level of involvement.
(See aso paragraph 13(a) (3) below for
the auditor’ s reporting responsibilities.)
The recipient. ig turn, shall promptly
notify the cognizant agency of the illegal
acts or irregularities and of proposed -
and actual actions. if any. Illegal acts
and irregularities include such matters
as conflicts of interest, falsification of
records or reports, and
misappropriations of funds or other
assets.

13. Audit Reports. Audit reports must
be prepared at the completion of the
audit. Reports serve many needs of
State and lecal governments as well as
meeting the requirements of the Single
Audit Act.

a. The audit report shall state*that the
audit was made in accordance with the
provisions of this Circular. The report
shall be made up of at least:

{1) The auditor’s report on financial
statements and on a schedule of Federal
assistance: the financial statements and
a schedule of Federal assistance,
showing the total expenditures for each
Federal assistance program as identified
in the Catalog of Federa/ Domestic
Assistance. Federal programs or grants
that have not been assigned a catal og
number shall be identified under the
caption *’ other Federal assistance.”

(2) The auditor’s report on the study
and evaluation of internal contra)
systems must identify the organization’s
significant internal accounting controls,
and those controls designed to provide
reasonabl e assurance that Federal
programs are being managed in .
compliance with laws and regulations. It
must also identify the controls that were
evaluated. the controls that were not

evaluated and the material weaknesses
identified as a result of the evaluation.

(3) The auditor's report on compliance
containing:

—A statement of positive assurance
with respect to those items tested for
compliance. including compliance
with law and regulations pertaining to
financial reports and claims for
advances and reimbursements

-Negative assurance on those items not
tested:
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—A summary of all instances of
noncompliance: and

—An identification of lota] amounts
questioned. If any. for each Federal
assistance award. as a resuit of
noncompliance.

b. The three parts of the audit report
may be bound into a single report. or
presented at the same lime as separate
documents.

c. All fraud abuse. or illegal acta or
indications of such acts. inciuding all
questioned costs found as the result of
these acts that auditors become aware
of. should normally be covered in a
separate written report submitted in
accordance with paragraph 13f.

d. In addition to the audit report. the
recipient shall provide comments on the
findings and recommendations in the
report. including a plan for corrective
actiontaken or planned and comments
on the status of corrective action taken
on prior findings. If corrective action is
not necessary, a statement describing
the reason it is not should accompany
the audit report.

e: The reports shall be made available
by the State or local government for
public inspection within 36 days after
the completion of the audit.

f. In accordance with generally
accepted government audit standards.
reports shall be submitted by the auditor
to the organization audited and to those
requiring or arranging for the audit. In
addition, the recipient shall submit
copies of the reports to each Federa
department or agency that provided
Federal assistance funds to the
recipient. Subrecipients shall submit
copies to recipients that provided them
Federal assistance funds. The reports
shall be sent within 30 days after the
completion of the audit. but no later
than one year after the end of the audit
period unless a longer period is agreed
to with the cognizant agency.

0. Recipients of more than $100.000 in
Federal funds shall submit one copy of
the audit report within 30 days after
Issuance to a central clearinghouse te be
designated by the Office of Management
and Budget. The clearinghouse will keep
completed audits on file and follow up
with State and local governments that
have not submitted required audit
reports.

h. Recipients shall keep audit reports
on file for three years from their
issuance. :

14. Audit Resolution. As provided in
paragraph 11, the cognizant agency shall
be responsible for monitoring the
resolution of audit findings that affect
the programs of more than one Federal
agency. Resolution of findings that
relate to the program’s of asingle
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Federal agency will be the responsibility
of the recipient and that agency.”
Alternate arrangements may be made
on a case-by-case basis by agreement
among the agencies concerned.

Resolution shall be made within six
months after receipt of the report by the
Federal departments and agencies.
Corrective action should proceed as
rapidly as possible.

15. Audit workpapers and reports.
Warkpapers and reports shall be
relained for aminimum of three years
from the date of the audit report. unless
the auditor is notified in writing by the
cognizant agency to extend the retention
period. Audi t workpapers shall be made
available upon request to the cognizant
agency Or its designee or the General
Accounting Office. at the completion of
the audit.

16. Audit Costs. The cost of audits
made in accordance with the provisions
of this Circular are allowable charges to
Federal assistance programs.

a. The charges may be considered a
direct cost or an allocated indirect cost.
determined in accordance with the
prevision of Circular A-87, “Cost
principles for State and local
governments.”

b. Generally, the percentage of costs
charged to Federal assistance programs
for asingle audit shall not exceed the
percentage that Federa funds expended
represent of total funds expended by the
recipient during the fiscal year. The
percentage may be exceeded. however,
If appropriate documentation
demonstrates higher actual cost.

17. Sanctions. The Single Audit Act
provides that no cost maybe charged to
Federal assistance programs for audits
required by the Act that are not madein
accordance with this Circular. In cases
of continued inability or unwillingness
to have a proper audit, Federal agencies
must consider other appropriate
sanctions including:

—Withholding a percentage of
assistance payments until the audit is
completed satisfactorily,

—Withholding or disallowing overhead
costs. and

—Suspending the Federal assistance
agreement until the audit is made.

18. Auditor Selection. In arranging for
audit services State and local
governments shall follow the
procurement standards prescribed by
Attachment O of Circular A-102,
“Uniform requirements for grants to
State and lecal governments.” The
standards provide that while recipients

are encouraged to enter into
intergovernmental agreements for audit
and other services, analysis should be
made to determine whether it would be
more economical to purchase the
services from private firms. In instances
where use of such intergovernmental
agreements are required by State
statutes [e.g., audit services| these
statutes will take precedence.

18. Small and Minority Audit Firms,
Small audit firms and audit firms owned
and controlled by socially and
economically disadvantaged individuals
shall have the maximum practicable
opportunity to participate in contracts
awarded to fuifill the requirements of
this Circular. Recipients of Federal
assistance shall take the following steps
to further this goal:

a. Assure that small audit firms and
audit firms owned and controlled by
socially and economically
disadvantaged individuals are used to
the fullest extent practicable.

b. Make information on forthcoming
opportunities available and arrange
timeframes far the audit so asto
encourage and facilitate participation by
small audit firms and audit firms owned
and controlled by socially and
economically disadvantaged
individuals.

c. Consider in the contract pracess
whether firms competing for larger
audits intend to subcontract with small
audit firms and audit firms owned and
controlled by socially and economically
disadvantaged individuals.

d. Encourage contracting with small
audit firms or audit firms owned and
controlled by socially and economically
disadvantaged individuals which have
traditionally audited government
programs and. in such cases where this
is not possible, assure that these firms
are given consideration for audit
subcontracting opportunities.

e. Encourage contracting with
consortiums of small audit firms as
described in paragraph (a) above when
acontract is tao large far an individual
small audit firm or audit firm owned and
controlled by socialy and economically
disadvantaged individuals.

f. Use the services and assistance, as
appropriate. of such organizations as the
Small Business Administration in the
solicitation and utilization. of small audit
firms or audit firms owned and
controlled by socially and economically
disadvantaged individuals.

M. Reporting. Each Federal agency
will report to the Director of OMB on or
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before March 1.1987. and annually
thereafter on the effectiveness of State
and local governments in carrying out
the previsions of this Circular. The
report must identify each State or locat
government or Indian tribe that, in the
opinion of the agency. isfailing to
comply with the Circular.

21. Regulations. Each Federaf agency
shall include the provisions of this
Circular in its regulations implementing
the Single Audit Act.

22. Effective date. This Circularis
effective upon publication and shall
apply to fiscal years of State and local
governments that begin after December
31.1984. Earlier implementation is
encouraged. However. until it is
implemented. the audit provisions vf
Attachment P to Circular A-102 shall
continue to be observed.

23. Inquiries. All questions or
inquiries should be addressed to
Financial Management Division. Office
vf Management and Budget. telephone
number 202/395-3993.

24. Sunset review date. This Circular
shall have an independent policy review
to ascertain its effectiveness three yeurs
from the date of issuance.

David A. Stockman,
Director.

Attachment—Circular A-128

Definition of Major Program as
Provided \n Pub. L. 88-302

“Majar Federal Assistance Program. ™
fur State and local governments having
Federal assistance expenditures
between S100.UX3 and $100.000,000,
means any program for which Federal
expenditures during the applicable year
exceed the larger of S300.000. or 3
percent of such tetal expenditures.

Where total expenditures of Federal
assistance exceed $100.000.000, the
following criteria apply:

Total expenditures of Federsl hmancsl Majy Fecwrsl
asssstance lor &l programe SIWSTINCE
- - progrem means
am hal
More than —I Gt ws3 Tan “m
$100 mullion $Y e | £) mion
$1 ehon $Z olion [ 34 mellion,
$£2 bibon Pomon . ..] 37 mekon,
$3 tulhcn $4 bellon ] $10 swllon,
34 tullion 35 pellon ..} 313 muhon,
$5 bahon S8 thon .| 518 milkon
$4 behon ST ey ] $19 rellion.
Over §7 belion 320 mallion.

[FR Doc. 85-10877 Filed 5-3-85: 8:45 am]
BILLING COOE 3110-01-
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OMB Circular No. A-133

To the Heads of Executive Departments
and Establishments

Subject: Audits of Institutions of Higher
Education end Ot her Nonprofit
[ nstitutions

1. Purpose. Circular A-133 establishes
audit requirements and definea Federal
responsibilities for implementing and
monitoring such requirements for
institutions of higher education and
other nonprofit institutions receiving
Federal awards.

2. Authority. Circular A-133 isissued
under the authority of the Budget and
Accounting Act of 1921, as emended the
Budget end Accounting Procedures Act
of 1950, as amended; Reorganization
Plan No. 2 of 1870; and Executive Order
No. 11541,

3. Supersession. Circular A-133
supersedes Attachment F, subparagraph
2h, of Circular A~110, “Uniform
Administrative Requirement for Grants
and other Agreements with Institutions
of Higher Education, Hospitals, and_
other Nonprofit Organizations.”

4. Applicability. The provisions of
Circular A-133 gpply to:

a. Federal departments end agencies
responsible for administering programs
that involve grants, coat-type contracts
and other agreements with institutions
of higher education and other nonprofit
recipients.

b. Nonprofit institutions, whether they
are recipients, receiving awards directly
from Federal agencies, or are sub-
recipients, recelving awards indirectly
through other recipients.

These principles, to the extent
permitted by law, constitute guidance to
be applied by agencies consistent with

and within the discretion, conferred by
the statutes governing agency action.

5. Requirements and Responsibilities.

The specific requirements and
responsibilities of Federal departments
and agencies and institutions of higher
education and other nonprofit
institutions are set forth in the
attachment.

8. Effective Date. The provisions of
Circular A-133 are effective upon
publication and shall apply to audits of
nonprofit institutions for fiscal years
that begin on or after January 1, 1980.
Earlier implementation is encouraged.
However, until this Choler is
implemented the audit provisions of
Attachment F to Circular A-110 shall
continue to be observed.

7. Policy Review [Sunset) Date.
Circular A-133 will have a policy review
three years from the date of issuance.

8. Ingquiries. Further information
concerning Circular A-133 may be
obtained by contacting the Financial
Management Division, Office of
Management and Budget, Washington,
D.C. 20503, telephone (202) 385-3993.
Richard G. Darman,

Director.

Attachment

1. Definitions. For the purposes of this
Circular, the following definitions apply:

a. A word means financial assistance,
end Federal cost-type contracts used to
buy services or goods for the use of the
Federal Government. It includes awards
received directly from the Federal
agencies or indirectly through recipients.
It does not include procurement
contracts to vendora under grants or
contracts, used to buy goads or services.
Audits of such vendors shall be covered
by the terms end conditions of the
contract

b. Cognizant agency means the
Federal agency assigned by the Office of
Managaement and Budget to carry out
the respoasibilities described in
paragraph 3 Of thi8 Attachment.

c. Coordinated audit approach means
an audit wherein the independent
?uditor, and other Federal and non-

ederal auditors consder each other%
work in determining the nature, timing,
and extent of his or her own auditing
procedures. A coordinated audit must be
conducted in accordance with
Government Auditing Standards and
meet the objectives end reporting
requirements set forth in paragraph
12{b) and 15. respectively, of this
Attachment. The objective of the
coordinated audit approach is to
minimize duplication of audit effort, but
not to limit the scope of the audit work
S0 asto preclude the independent
auditor from meeting the objectives set
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forth in pargraph 12{(b) or issuing the
reports required in paragraph 15in a
timely manner.

d. Federal agency has the same
meaning as the term “agency” in Section
551(1) of title 5, United States Code.

e. Federal Financial Assistance.

(1) Federa! financial assistance
means assistance provided by a Federal
agency to arecipient or sub-recipient to
carry out a program Such assistance
may be in the form of:

-Grants:

—LContracts;

--Cooperative agreements:
-—Loans;

—Loan guarantee%o
—property

—Interest subsidies;
~—Insurance;

-Direct appropriations;
-Other non-cash assistance.

(2] Such assistance does not include
direct Federal cash assistance to
individuals.

(3) Such assistance includes awards
received directly from Federal agencies,
or indirectly when sub-recipients
recelve funds identified as Federal funds
by recipients.

(4] The granting agency is responsible
for identifying the source of funds
awarded to recipient the recipient is
responsible for identifying the source of
funds awarded to sub-recipients.

f. Generally accepted accounting
principles has the meaning specified in’
the Government Auditing Standards.

0. Independent auditor means:

(1) A Federa State, or ldcal
government auditor who meets the
standards specified in the Government
Auditing Standards; or

(2) A public accountant who meets
such standards.

h. Internal control structure means the
policies and procedures established to
provide reasonable assurance that:

(1) Resource use is consistent with
laws, regulations, and award=

(2) Resources arc safeguarded against
waste. loss, and misuse: end

(3) Reliable data are obtained
maintained. and fairly disclosed in
reports. -

i. Major program means an indivi
award or a number of awards in a
category of Federal assistance or
support for which total expenditures are
the larger of three percent of total
Federal furds expended or $100,000, on
which the auditor will be required to
express an opinion as to whether the
major program is being administered in
compliance with laws and regulation

Each of the following categories of
Federal awards shall constitute a major
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program where total expenditures are
the larger of three percent of total
Federal funds expended or $100.000:

—Research end Development.

—Student Financial Aid.

—Individual awards not in the student
aid or research end development
category.

j. Management decision means the
evaluation by the management of en
establisament of the findings end
recommendations included in an audit
report and the issuance of afinal
decision by management concerning ita
response to such fndings and
recommendations, including actions
concluded to be necessary.

k. Nonprofit institution means any
corporation, trust, association,
cooperative or other organization which
(1) is operated primarily for sclentific,

ucational service, charitable, or
similar purposes in the public interest;

(2) is not organized primarily for profit

end (3) uses its net proceeds to

maintain, improve, and/or expand its

operations. The ter m “nonprofit

institutions’ includes institutions of
higher education, except those
institutions that are audited as pert of
single audits in accordance with

Circular A-128 “Audits of State end

Local Governments.” The term does not

inciude hospitals which am not

affiliated wttb an institution of higher
education, or State end local
governments and Indian tribes covered
by Circular A-128 “ Audits of State and

Local Governments.”

L Overnight agency means the Federal
agency that provides the predominant
amount of direct funding to arecipient
not assigned « cognizant agency, unless
no direct funding is received. Wherse
there is no direct funding, the Federal
agency with the predominant indirect
funding will assume ,
oversight responsibilities. The duties of
the oversight agency are described in
paragraph 40f T hi S Attachment.

m. Recipient means an organization
receiving financial assistance to carry
out a program directly from Federal
agencies. o

n. Research and development includes
all research activities, both basic and”
applied and all development activities
that era supported at universities,
colleges, and other nonprofit :
institutions. “Research™ |a defined as as
systematic study directed toward fuller
scieatific knowledge or understanding of
the subject studied. “Development” is
the systematic uae Of knowledge and
understanding gabled from research
directed toward the productign of vseful
materials, devices, systems, or methods,

including design and development of
prototypes and processes.

0. Sudent Financial Aid includes
those programs of general student
assistance in which institutions
participate, such as those authorized by
TitleIV of the Higher Education Act of
1985 which is administered by the U.S.
Department of Education and similar
programs provided by other Federal
agencies. It does not inciude programs
which provide fellowships or similar
awards to students on a competitive
basis, or for specified studies or
research.

p. Sub-recipient means eny person or
government department, agency,
establishment, or nonprofit organization
that receives financial assistance to
carry out a program through a primary
recipient or other sub-recipient, but does
not include en individual that is a
beneficiary of such aprogram. A sub-
recipient may also be a direct recipient
of Federal awards under other
agreements.

q. Vendor means en organization
providing a recipient or sub-recipient
with generally required goods or
services that erarelated to the
administrative support of the Federal
assistance program

2. Audit of Nenprofit Institutions.

a. Requirements Based on A wards
Received. (1) Nonprofit institutions that
receive $100,000 or more a year in
Federal awar da shall have en audit
made in accordance with the provisions
of this Circular. However, nonprofit
institutions receiving $100,000 or more
but receiving awarda under only one

m have the option of having an
lz:;luz‘lt of their institBti on preparedgm
accordance with the provisions of the
Circular or having an audit mede of the
one program. For prior or subsequent
years, \When an ingtitution bas only loan
guarantees or Oytstanding loans that
were made previoudly, the institution
may be required to conduct audita for
those programs, in accordance with
regulations of the Federal agencies

viding those guarantees or loans.

(Z] Nonprofit institutions that receive
at 1cast $25,000 but less than $100,000 a
year In Federal awards shall have an
audit made in accordance with this
Clircular or have an e udit made of each
Federa award. in accordance with
Federal laws and regulations governing
the programs in which they participate.

(3) Nonprofit institutions receiving
less then $25,000 a year in Federal
awarda era exempt from Federal audit
requirements, but records must be
available for review by appropriate
officials of the Federal grantor agency or

subgranting entity.
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b. Oversight by Federa! Agencies. (1)
To each of the larger nonprofit
ingtitutions the Otfice of Management
and Budget (OMB) will assign a Federal
agency as the cognizant agency for
monitoring audits and ensuring the
resolution of audit findingst hat affect
the programs of more than one agency.

(2) Smaller institution not assigned a
cognizant agency will be under the
general oversight of the Federal agency
that provides them with the most funds.

(3} Assignments ta Federal cognizant
agencies for carrying out responsibilities
in this section are set forth in a separate
supplement to this Circular.

(4) Federal Government-owned,
contractor-operated facilities at
institutions or laboratories operated
primarily for the Government are not
Included in the cognizance assignments.
These will remain the responsibility of
the contracting agencies. The listed
assignments cover all of the functionsin
this Circular unless otherwise indicated.
The Office of Management and Budget
will coordinate changes in agency
assignments.

3. Cognizant Agency Responsibilities.
A cognizant agency shall:

a. Ensure that audits are made end
reporta are received in a timely manner
and in accordance with the
requirements of this Circular.

b. provide technical advice and
liaison to institutions and independent
auditors,

c. Obtain or make quality control
reviews of selected audits made by non-
federal audit organizations, and provide
the results, when appropriate, to other
Interested organizations.

d. Promptly inform other affected
Federal agencies end appropriate
Federal |aw enforcement officials of any
reported illegal acts or irregularities. A
cognizant agency should also inform
State or local iaw enforcement and
prosecuting authorities if not advised
by the recipient. of any violation of law
within their Jurisdiction.

e. Advise the recipient of audits that
have bean found not to have met the
requirements set forth in this Circular. In
such instances, the recipient will work
with the auditor to take corrective
action. if corrective action is not taken,
the cognizant agency shall notify the
recipient end Federal awarding agencies
of the facts end meke recommendations
for follow-up action. Mgjor inadequacies
or repetitive substandard performance
of independent auditors shall be
referred to appropriate professional
bodies for disciplinary action

f. Coordinate. to the extent
practicable. audits or reviews made for
Federal agencies that em in addition to
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the audits made pursuant to this
Circular, so that the additiona audits or
reviews build upon audits performed in
accordance witth the Circular.

0. Ensure the resolution of audit
findings that affect the programs or-
more than one agency.

h. Seek the news of other interested
agencies before completing a
coordinated program.

i. Help coordinate the audit work and
reporting responsibilities among
independent public accountants, State
auditors, end both resident and non-
resident Federal auditors to achieve the
most cost-effective audit.

4. Oversight Agency Responsibilities.
An overeight agency shall provide
technical advice and counsel to
institutions and independent audlt%rs
when request ed by he Tec) pi ent
oversight agency my . assume all Of
some of “the reSponsi bl It | es normlly
preformed by a cognizant agency.

5. Recipient Responsibilities. A
recipient that receives a Federa. award
and provides $28,000 or more of it during
its fiscal year to a sub-recipient shall:

a. Ensure that the nonprofit institution

sub-recipients that receive $25,000 or
more have met the audit requirements of
this Circular, and that sub-recipients
subject to OMB Circular A-128 have met
the audit requirements of that Circular;

b. Ensure that appropriate corrective
action is taken within six months after
receipt of the sub-recipjent audit report
in instances of noscompliance wWith
Federal laws and regulation

c. Consider whether sub-recipient
audits necessitate adjustment of the
recipient’s own records; and

d. Require each sub-recipient to -
permit independent. auditors to have
access to the records and financial
statements as necessary for the
recipient to comply this Circular.

8. Relation to Other Audit
Requirements. a. An audit made in
accordance with this Circular shall bein
lieu of any financial audit required
under individual Federal awards. To the
extent that an audit made in accor dance
with this Circular provides Federal
agencies with the information and
assurances they need to carry out their
overall responsibilities, that shall rely
upon and use such information.
However, a Federal agency shall make
any additional audits or reviews
necessary to carry out responsibilities
under Federal law and regulation. Any
additional Federal audits or reviews
shall be planned and carried out {n such
away as to build upon work performed
by the independent auditor.

b. Audit planning by Federal audit

encies should consider the extent to
which reliance can be placed upon work

performed by other auditors. Such
auditors include State, local, Federal,
and other independent auditors, and a
recipient’s internal auditors, Reliance
placed upon the work of other auditors
should be documented and in
accordance with Government Auditing
Sandards.

c. The provisions of this Circular do
not limit the authority of Federal
agencies to make or contract for audits
and evaluations of Federal awards, nor
do they limit the authority of any
Federal agency Inspector Genera or
other Federal official.

d. The provisions of this Circular do
not authorize any institution or sub-
recipient thereof to constrain Federal
agencies. in any manner, from carrying
out additional audits, evaluations or
reviews.

e. A Federal agency that makes or
contracts for audits, in additien to the
audits made by recipients pursuant to
this Circular, shall, consistent with other
applicable laws and regulations, arrange
for funding the cost of such additional
audits. Such additional audita or
reviews include financial, performance
audits and progr?m evaluations.

7. Frequency OT  Audit. Audita shall
usually be performed annually but not
less frequently than every two yeara.

& Sanctions. No audit costs maybe
chagedtoFederal awards when aud| ts
required by this Circular have not been
made or have been made but not in
accordance with this Circular. In cases
of continued inability or unwillingness
to have a proper audit in accordance
with the Circular, Federal agencies must
consider approprlate sanctions
includi

—W|thhold| ng a percentage of awards
until the audit is completed
satisfactorily:

—withholding or disallowing overhead
costis; Or

—suspending Federal awards until the
audit is made,

9. Audit Costs. The cost of audits
made in accordance with the provisions
of this Circular are allowable chargesto
Federal awards. The charges may be
considered a direct coat or en allocated
indirect cost, determined in accordance
with the provisions of Circular A-21,
“’Cost Principlesfor Universities’ or
Circular A-122, “Cost Principles for
Nonprofit Organizations,” FAR subpart
31, or other applicable cost principles or
regulations.

10. Auditor Selection. In arranging for
audit services ingtitutions shall follow
the procurement standards prescribed
by Circular A-110, “’Uniform
Requirements for Grants and
Agreements with Institutions of Higher
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Education, Hospitals and other
Nonprofit Organizations.”

11. Small and Minority A udit Firms.

a. Small audit firms and audit firms
owned and controlled by socially and
economically disadvantaged individuals
shall have the maximum practicable
opportunity to participate in contracts
awarded to fulfill the requirements of
this Circular.

b. Recipients of Fedral awards shall
tal;le the following steps te further this
goal:

(1) Ensure that small audit firms and
audit firms owned and controlled by
socially and economically
disadvantaged individuals are used to
the fullest extent practicable;

{2) Make information on forthcoming
opportunities available and arrange
timeframes for the audit to encourage
and facilitate participation by small
audit firms and audit firms owned snd
controlled by socially and economically
disadvantaged individuals

(3) Consider in the contract process
whether firms competing for larger
audita intend to subcontract with small
audit firms and audit firms owned and
controlled by socially and economically
disadvantaged individua %

(4) Encourage contracting with smali
audit firms or audit firms owned and
controlled by socially and economically
disadvantaged individuals which have
traditionally audited government
programs, and in cases where thisis not
possible, assure that these firms are
given consideration for audit
subcontracting opportunities

(5) Encourage contracting with
consortiums of small audit firms as
described in section (11. above, when a
contract is too large for an individual
small audit firm or audit firm owned and
controlled by sociall y and economically
disadvantaged individuals and

(8) Use the services and assistance, as
appropriate, of such organizations as the
Small Business Administration in the
solicitation and utilization of small audit
firms or audit firms owned and
controlled by socially and economically
disadvantaged individuals.

12. Scope of Audit and Audit
Objectives.

a. The audit shall be made by an
independent auditor in accordance with
Government Auditing Standards
developed by the Comptroller General
of the United States covering financial
audits. An audit under this Circular
sheould be an organization-wide audit of
the institution. However, there may be
instances where Federal auditors are
performing audits or are planning to
perform audits at nonprofit institutions.
In these cases. to minimize duplication
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of audit work, a coordinated audit
approach may be agreed upon between
the independent auditor, the recipient
and the cognizant agency or the
aversight agency. Those auditors who
assume responsibility for any or al of
the reporta called for by paragraph 15
should follow guidance set forth in
Government Auditing Standards in

usi nﬁ]work performed by othera.

b.The ayditor shell determne
whether uz, The financial Stafenments of
the institution present fairly its fiancia
position and the results of its operations
| n accordance with generally accepted
accounting principles; (2) The institution
has an internal control structure to
provide reasonable assurance that the
Institution is managing Federal awards
in compliance with applicable laws and
regulations. and controls that ensure
compliance with the laws and
regul ations that could have a material
impact on the financial statements. and
(3] The institution has complied with
laws and regulations that may have a
direct and material effect on its financial
statement amounts and on each major
Federal program

13. Internal Controls over Federal
Awards, Compliance Reviews.

a. General. The independent auditor
shall determine and report on whether
the recipient has an internal control
structure to provide reasonable
assurance that it is managing-eder al
awards in compliance with applicable
laws, regulations, and contract terms,
and that it safeguards Federal funds. In
performing these reveiws, independent
auditors should rely upon work
performed by a recipient’s interna
auditors to the maximum extent
possible. The extent of such reliance
should be based upon the Government
Auditing Standards.

b. Internal Control Review. (1) In
order to provide this assurance on
internal controls, the auditor must
obtain an undemanding of the internal
control structure and assess levels of
internal controi risk. After obtaining an
undemanding of the controls, the
assessment must be made whether or
not the auditor intends to place reliance
on the internal control structure.

{2) As part of thisreview, the auditor
shall: (@) Perform tests of controls to
evauate the effectiveness of the design
and operation of the policies and
procedures in preventing or detecting
material noncompliance, Tests of
controls will not be required for those
areas where the internal control
structure policies and procedures are
likely to be ineffective in preventing or
detecting noncompliance, in which came
areportable condition or a material
weakness should be reported in

accordance with paragraph 15 c(z) of
this Circular.

(b Review the recipient’s system for
monitoring sub-recipients and obtaining
and acting on sub-recipient audit
reports.

(c) Determine whether controls are in
effect to ensure direct and indirect costs
were computed end billed in accordance
with the guidance provided in the
general requirements section of the
compliance supplement to this Circular.

c. Compliance Review.

{1) The auditor shall determine
whether the recipient has complied with
laws and regulations that may have a
direct and material effect on any of ita
major Federal programs. in addition,
transactions selected for non-major
programs shall be tested for compliance
with Federal laws and regulations that
apply to such transactions.

(2) In order to determine which major
programs are to be tested for
compliance. recipients shall identify. in
their accounts, all Federal funds
received and expended and the
programs under which they were
received, This shall include funds
received directly from Federal agencies,
through other State and local
governments or other recipients, To
assist recipients in identifying Federa
awards, Federal agencies and primary
recipients shall provide the Catalog of
Federal Domestic Assistance (CFDA)
numbers to the recipients when making
the awards.

(3] The review must include the
selection of an adequate number of
transactions from each mejor Faderal
financial assistance program so that the
auditor obtains sufficient evidence to
support the opinion on compliance
required by paragraph 15¢(3) of this
Attachment. The selection and testing of
transactions shall be based on the
auditors professional judgment
considering such factors as the amount
of expenditures for the program; the
newness of the program or changes in
ita condition prior experience with the
program particularly asrevealed in
audits end other evaluations (e.g.,
INSpections, rpogram reviews, or system
reviews required by Federal Acquisition
Regulations the extent to which the
program is carried out through sub-
recipients. the extent to which the
program contracts for goods or services;
the level to which the program is
aiready subject to program reviews or
other forms of independent oversight:
the adequacy of the controls for
“ensuring compliance the expectation of
adherence Or lack of adherence to the
applicable laws and regulations; and the
potential impact of adverse findings.
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(4) In making the test of transactions,
the auditor shall determine whether:

—the amounts reported as expenditures
were for allowable services, and

—the records show that those who
received services or benefits were
eligible to receive them.

(5) In addition to transaction testing,
the auditor shall determine whether:
-Matching requirements. levels of

effort and earmarking limitations

were met,

—Federal financial reporta and claims
for advances and reimbursement
contain information that is supported
by books end records from which the
basic financial statements NaVe  been
prepared. and

—Amounts claimed or used for
matching were determined in
accordance with (1) OMB Circular A-
21, “Cost Principles for Educational
Institutions”: (Z) matching or cost
sharing requirements in Circular A-
110, “Uniform Requirements for
Grants and Agreements with
Institutions of Higher Education.
Hospitals end Other Nonprofit
Organizations’: (3) Circular A-12.2
“Cost Principies for Nonprofit
Organizations”; (4) FAR subpert 31
cost principles; and (S) other
applicable cost principles or
regulations.

(8) The principal compliance
requirements of the largest Federa
programs may be ascertained by
referring to the “Compliance
Supplement for Single Audits of
Educatioral | nstitutions and Other
Nonprofit Organizations,” and the
“ Compliance Supplement for Single
Audits of State and Local
Governments,” issued by OMB and
available from the Government printing
Office. For those programs net covered
in the Compliance Supplements, the
auditor should ascertain compliance
requirements by reviewing the statutes.
_reg_ul%ti%ln, and agreements governing
individual programs.

(i) Transactions related to other
awards that are selected in connection
with examinations of financia
statements and evaluations of internal
controls shall be tasted for compliance
with Federal laws and regulations that
apply to such transactions.

14. Illegal Acts. If. during or in
connection with the audit of a nonprofit
institution, the auditor becomes aware
of illegal acts, such acts shall be
reported in accordance with the
provisions of the Government Auditing
Standards.

15. Audit Reports.

a. Audit reports must be prepared at
the completion of the audit.



Federal

istar / Vol. 55, No. 52

Frida

March 16,1990 / Notices

7600.10 (Encl 3)
10025

b. The audit report shall state that the
audit was made in accordance with the
provisions of this Circular.

c.The report shail be made up of a
least the following three parts:

(1) The financial statements and a
schedule of Federal awards and the
auditor’ s report on the statements and
the schedule. The scheduie of Federal
awards should identify maor programs
and show tile total expenditures for
each program. Individual major
%mgrams other than Research and

evelopment and student Aid should be
listed by catalog number as identified in
the Catalog of Federa/ Domestic
Assistance. Expenditures for Federal
programs other than major programs
shall be shown under the caption “other
Federal assistance.”” Also, the value of
non-cash assistance such as loan
guarantees, food commodities or
donated surplus properties or the
outstanding balance of loans should be
disclosed in the schedule.

(2) A written report of the
independent auditor’s understanding of
the internal control structure aad the
assessment Of control risk, The auditor’s

. report should include as a minimum (1}
The scape of the work in obtaining
understanding of the internal control
structure end m assessing the control
risk, §2) the nonprofit instititution's
significant internal controls or control
structure including the coetrols
established to ensure compliance with
laws and regulations that have a
material impact on the financial
statements and those that provide
reasonabl e assurance that Federal
awards era being managed in
compliance with applicable lawa end
regulations, and (3] the reportable
conditions, including the identification
of material weaknesses, identified as a
result of the auditor’swork in
understanding and assessing the control
risk. If the auditor limits his/her
consideration of the internal control
structure for any reason, the

circumstances shouid be disclosed in the

report.

{3) The anditor’s report on compliance
containing:

—An opinion as to whether each mgjor
Federal program was being
administered in compliance with laws
and regulations applicable to the
matters described In paragraph
13(c)(3) of this Attachment including
compliance with laws and regulations
pertaining to financial reports and
claims for advances and
reimbursement

—A statement Of positive assurance on
those items that were tested for
compliance and negative assurance
on those items not tested

—Material findings of noncompliance
presented in their proper perspective:
. The size of the universe in number

of items and dollars,

. The number and dollar amount of
transactions tested by the auditors,

. The number of corresponding
dollar amount of instances of
noncompliance;

—Where findings are specific to a
particular Federal award, an
Identification of total amounts
questioned, if any, for each Federa
award, as aresult of noncompliance
and the auditor’s recommendations
for necessary corrective actions.

d. The three parta of the audit report
may be bound into asingle document. or,
presented at the same time as separate
documents.

e. Nonmateria findings need not be
disclosed with the compliance report but
should be reported in writing to the
recipient in a separate communication.
The recipient, in turn, should forward
the findings to the Federa grantor
agencies or subgrantor SOUrCes,

f. All fraud or illegal actsor
indications of such acts, including all
guestioned costs found as the result of
these acts that auditors become aware
of, may be covered in a separate written
report submitted in accordance with the
Government Auditing Standards.

g. The auditor-s report should disclose
the status of known but uncorrected
significant material findings and
recommendations from prior audits that
affect the current audit objectives as
specified in the Government A uditing
Sandards.

- h. In addition to the audit report. the
recipient shall provide a report of its
comments on the findings and
recommendations in the report,
including a plan for corrective action
taken or planned and comments on the
statue of corrective action taken on prior
findings. If corrective action is not
necessary, a statement describing the
reason it is not should accompany the
audit report.

I. Copies of the audit report shall be
submitted in accordance with the
reporting standards for financial audits
contained in the Government! Auditing
Standards. Sub-recipient auditors shall
submit copies to recipients that provided
Federal awards. The report sheli be due
within 30 days after the completion of
the audit, but the audit should be
completed and the report submitted not
later than 13 month after the end of the
recipient’s fiscal year unless a longer
period is agreed to with the cognizant or
overnight agency.

j. Recipients of more than $100.000 in
Federal awards shall submit one copy of
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the audity report within 30 days after
Issuance to a central clearinghouse to be
designated by the Office of Management
and Budget. The clearinghouse will keep
completed audit reports on file.

k. Recipients shall keep audit reports,
including subrecipient reports, on file for
three years from their issuance.

18. Audit Resolution.

a. As provided in paragraph 3. the
cognizant agency shall be responsible
for ensuring the resolution of audit
findings that affect the programs of more
than one Federal agency. Resolution of
findings that relate to the programs of a
single Federal agency will be the
responsibility of the recipient and the
agency. Alternate arrangements may be
made on case-by-case basis by
agreement among the agencies
concerned.

b. A management decision shall be
made within six months after receipt of
the report by the Federal agencies
responsible for audit resolution.
Correctivy action should proceed as
rapidly as possibie.

17. Audit Workpapers and Reports.
Workpapers and reports shall be
retained for a minimum of three yearn
from the date of the audit report, unless
the auditor is notified in writing by the
cognizant agency to extend the retention
period. Audit workpapers shall be made
available upon request to the cognizant
agency or its designee or the General
Accounting Office, at the completion of
the audit.
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